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407 - PUBLIC UTILITIES COW SSI ON

CHAPTER 65 - WATER MAI N EXTENSI ON AND SERVI CE LI NE RULE

SUMVARY: This rule establishes standards and conditions for
the extension of water utility services.

DEFI NI TI ONS

A Cust oner. A person taking or proposing to take water
service at an establishnent.

B. Customer Contribution. The anount which a new custoner
on a water mamin extension mnust contribute to a water nain
extension. The anmount of the customer contribution shall be
the custonmer's share of the length of the extension up to
the point of service mnus the investnent anount. The
custoner's share shall be: (1) the length of the main
extension, if any, which serves that custoner exclusively
plus, (2) for each segnent of extension serving 2 or nore
custoners, the length of that segnent divided by the nunber
of customers served by it. In calculating the custoner
contributions the utility shall use the average cost per
foot of the entire water main extension, including the fire
protection allocation described in sections 3(A) and 4(A).
The total contribution shall also include the net federa
and state incone tax liability resulting from the
contribution, as calculated pursuant to section 3(C and
4(C). The cost allocated anong custoners shall not include
the cost of service lines.

EXAMPLE

Custoner Ais located at 200 feet on an extension.
Custoner Bis |located at 120 feet.

| nvest ment amount ($ anobunt to be invested by utility
per custoner) = $600

Cost of extension = $6000
Aver age cost of extension per foot = $30

1. Custoner A pays for all of extension beyond
120 feet, i.e., 200 - 120 = 80 feet, and pays for half
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of first 120 feet, i.e., 120/2 = 60 feet. Cust orrer A
pays for 140 feet (80 + 60) of the 200 feet (709%.

2. Custoner B pays for half of first 120 feet
(30% of the extension = 60 feet.

3. Customer A's share is 140 feet x $30 per foot
= $4200 (709% . After deduction of utility's investnent
amount of $600, Custoner A pays $3600.

4. Customer B's share is 60 feet x $30 per foot
= $1800 (30% . After deduction of utility's investnent
amount of $600, Custoner B pays $1, 200.

| f, after deduction of the investnent amount for
any custoner, the contribution required from that
custoner is a negative anmount, the custoner shall nake
no contribution, but the utility shall make an

investment on behalf of that custonmer equal only to that

custoner's share cal cul ated as descri bed above.

C. Alternative Calculation of Customer Contribution. As an
alternative to the allocation of the custoner contribution
descri bed in subsection B, where an extension is to serve an
area which has lots of approximtely equal size, the utility
may require customers served by the extension to provide a
custonmer contribution in equal shares of the tota

construction cost, after deduction of the utility's
i nvestment anount for each custoner. The wutility shall
divide the total required custoner contributions, after
deduction of the total investnent, wequally anong all

custoners each tine a new customer i s added.

D. Developnent. A water nmain extension shall be considered
as serving a devel opnment, for purposes of section 4 of this
rule, if a single person or business entity or a single
association of persons or entities applying for a main
extension to serve property owned or under the control of
the single person, entity or association has offered two or
nore parcels for sale or it is reasonable to expect that two
or nore parcels wll be offered for sale.

E. Est abl i shment . A location at which water service is
desired or is being rendered.

F. | nvest nent Anount . The amount which a utility nust
invest in a water nmain extension for each custoner. The
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i nvestment amount is 75% of the anmpunt of utility investnent
that will be supported by revenues froma new customer which
are associated with fixed investnment, provided that the
utility shall invest no nore than 50% of the cost of a line
ext ensi on. The investnment anount (LA) is established by
mul ti plying the investnment factor (IF) by the average annual
custoner revenue for the applicable custoner classes,
adjusted for public fire protection, as of the tinme the
first customer was connected. For industrial, comercial
and multi-unit residential custoners, the average custoner
revenue shall be that of custonmers in the sane class and
same neter size subclass. The investnent factor s
determined (1) by dividing fixed costs by total operating
revenues and other incone in order to establish the
percentage of costs related to enbedded investnent; and (2)
then dividing this result by the sum of the applicable cost
of capital plus capital recovery costs (.013 depreciation)
based on a 75-year wite-off (expressed decimally as .013)
plus, for a non-investor owned wutility, the principal
paynment percentage per year. The entire calculation is
mul tiplied by .75.

In the fornul as stated bel ow t he account nunbers |isted
are fromthe Uniform System of Accounts for water utilities,
contained in Chapter 61 of these rules (65-407 CMR 61).

The basic forrmula for determ ning the investnent anount
(1A is:

A =1F x ACR

The formula for determning the investnent fact (IF)
for a non-investor owned utility is:

IF=.75D+A+1 X 1
R+ T C+ P+ .013

The formula for determ ning the investnent factor (IF)
for an investor owned utility is:

IF=.75D+A+1 X 1
R+ T CD + CE +.013
1- (FITx SIT) + SIT)

VWher e

ACR = Average Annual Custoner Revenue per custoner
for the applicable class or neter size subclass,
divided by the difference of 1 mnus the percentage
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determined in the nobst recent rate case, expressed
decimally, of the utility's revenue requirenment paid
for fire protection by the nmunicipality in which the
mai n extension is located. If a utility is not able to
determ ne average revenue for a particular class or
meter size subcl ass because of insufficient experience,
it shall use an estinmated average revenue, based on
average usage anmounts from other water utilities and
approved by the Director Technical Analysis of the
Comm ssi on.

D = Depreciation Expense from Account 403.

A

Anortization Expense from Account 407

| = For non-investor-owned utilities, total |nconme
Deductions from Accounts 427, 428, 429 and contractual
appropriations of incone included in Account 436. For
investor-owned utilities, the weighted cost of debt
tines the rate base allowed in the utility's last rate
case, unless a different anmount is approved or set by
the Comm ssion or the Director of Finance.

R = Operating Revenues from Accounts 460 to 474
i ncl usi ve.

T = Total Non-operating Income from Accounts 415
to 421 inclusive and Account 426.

C = Overall cost of capital for non-investor owned
utilities, expressed as a deciml. Unl ess ot herw se
approved or set by the Director of Finance or the
Comm ssion, the cost of capital shall be the average
interest rate for the first 15 years of the nost recent
issues of the Miine Bond Bank for a serial bond,
assum ng equal annual principal paynents.

CD = Cost of debt for an investor-owned utility,
wei ghted by the debt ratio, expressed as a decinal.
Unl ess otherw se approved or set by the Director of
Finance or the Conmi ssion, the cost of debt and the
debt ratio shall be those approved in the utility's
nost recent rate case.

CE = Cost of equity, weighted by the equity ratio,
expressed as a decinmal. Unl ess ot herw se approved or
set by the Director of Finance or the Comm ssion, the
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cost of equity and the equity ratio shall be those
approved in the utility's nost recent rate case.

FIT = The utility's marginal federal income tax
rate allowed in its nbst recent rate case, expressed as
a decimal, unless a different tax rate is approved or
set by the Director of Finance or the Conm ssion.

P = Principal paynment percentage annually,
expressed as a decinal. Unless a different anount is
approved or set by the Director of Finance or the
Comm ssi on, the anmount shall be .067 (15 years).
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SIT = The utility's marginal state inconme tax rate
allowed in its nobst recent rate case, expressed as a
decimal, unless a different tax rate is approved or set
by the Director of Finance or the Conm ssion.

The investnent anount shall be cal cul ated each year on
or before July 1. Wth the approval of the Conmmi ssion, a
utility may apply an adjustnment to both the nunerator and
denom nator of the fraction which determines the ratio of
investnment costs to total inconme in order to correct for
past overinvestnent in line extensions under the forner
investnment factor contained in this chapter prior to its
anmendnents effective May 7, 1986

G Limted Service Contract. A witten agreenent approved
by the Comm ssion pursuant to chapter 62, under which the
conpany agrees to provide and the custoner agrees to accept
a level of pressure estimated in the contract. Thi s
agreenent nust be nade on a form supplied by the utility.

H. Main and Main Extension. A main is a waste line in a
public way owned by the utility to serve one or nore
custonmer, multi-unit dwelling conplex, or comrercial or
i ndustrial devel opnent; or a water line owned by the utility
on private property to serve nore than one customer, nulti-
unit dwel ling conpl ex, or comrer ci al or i ndustri al
devel opnment or to serve a single customer, nulti-unit
dwel I ing conplex or conmmercial or industrial devel opnent if
anot her person or entity has an easenent or other right of
access for water line purposes. A new nain shall be a main
extension for the 10 years follow ng connection of the first
custonmer. Pursuant to a decision by a utility under section
2(C), a newwater line on private property to serve a single
custoner, multi-unit dwelling conplex devel opnent shall be a
mai n ext ensi on.

|. Person. An individual, partnership, conpany, public or
private corporation, political subdivision or agency of the
State, departnent, agency or instrunentality of the United
States, or any other l|legal entity.

J. Publ ic Way. A street or public right-of-way which has
been accepted and is owned or controlled by a town, city,
county, state or the federal governnent.

K. Private Line. (1) A water line constructed prior to Muy
7, 1986 across private property to serve one or nore
custoners and not considered by the utility to be a main
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(2) except as provided under section 2(C), a water line
constructed after My 7, 1986 across private property to
serve a single custoner, a single multi-unit dwelling
conplex or a single commercial or industrial devel opnent
upon whi ch no other person has an easenent or other right of
access for water |line purposes. All other water |ines shal
be consi dered mains.

L. Service Line. A water line installed at the customer's
expense extending froma main to serve a single custonmer, a
single multi-unit dwelling building or conplex of a single
commercial or industrial devel opnent. The service drop
portion of the service line shall be owned by the utility
and shall extend from the main to the curb stop (shut-off
val ve) . The curb stop shall ordinarily be at the edge of
the right of way.

M Tenporary Establishnent. An establishnent that the
utility reasonably believes to be of a tenporary nature
after giving due consideration to the location, setting,
structures and use of the structures and/or establishment.
The absence of a cellar or a permanent foundation shall not
be the sole criterion used by the utility in determning
that an establishnent is of a tenporary nature.

GENERAL PROVI SI ONS

A Uility Omership and Responsibility. Al water main
extensi ons, appurtenances and service drops constructed
pursuant to this rule shall be owned, maintained and, except

as provided below, replace by the wutility. The act ual
construction shall be done by the utility or by an agency
acceptable to it wunder the wutility's supervision. | f

replacenent is required because of an increase in demand by
a new or existing custonmer or customers and not because the
mai n shoul d be or nust be retired, the custoners presenting
the increased demand shall pay for a reasonable portion of
the replacenent pursuant to section 3 as if the repl acenent
were a new main extension or service drop, but the utility
shal |l invest an additional anount based on the difference in
average custoner revenues for the old and new neter sizes.
A reasonable portion of the replacenent facilities shall be
determ ned in the same nmanner as provided in section 2(GQ.

B. Tenporary Establishnent. The wutility shall have no
obligation to nake an investnent to extend its water service
to a tenporary establishnent. If, however, service is

installed at the custoner's expense and water service is
i
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taken for a period of five consecutive years, or if the
factors causing the utility to believe the establishnent is
of a tenporary nature are renoved, the establishnent shal

be considered as permanent and the wutility shall make
investnments as provided in these rules, providing that no
i nvestnments shall be nmde after 10 vyears follow ng

connection of the first custoner.

C. Main extensions and private lines. A private |line shal
be installed, owed and naintained by and at the expense of
the customer which it serves. Mai n ext ensi ons, wherever
| ocated, are subject to the provisions of this chapter.
Upon application for service through a water provisions of
this chapter. Upon application for service through a water
line to be constructed after May 7, 1986, which is otherw se
defined by section 1(K) as a private line, the utility my
require a main extension if it decides that the private line
wll be detrinental to the proper devel opnent of the water
system

If, after May 7, 1986, a custoner served by a private
line permts another custoner, premses or person to be
served fromthe private line, the line shall be subject to
the water main provisions of this rule. If the utility
determnes that this line nmust be nodified or replaced in
order to neet its specifications or to provide adequate
capacity for reasonably anticipated future growth, the
utility shall invest in the line, unless it has chosen to
make no investnents pursuant to 35 MR S. A 872-A and the
custoners served by the line shall provide a contribution as

required by section 3 or 4. Any private line which wll
continue to be used as a nmain shall be conveyed to the
utility wthout charge. Al mins shall be owned and

mai ntained and replaced by the wutility as provided in
section 2(A) and the utility shall be provided all necessary
easenent s. Ref usal or failure to <conply wth the
requi renents stated herein or failure of the unauthorized
connecting person to voluntarily disconnect shall be grounds
for disconnection pursuant to chapter 81, 82(A)(3), provided
that the utility shall give 60 days notice prior to the
proposed di sconnection and paynent of contributions shall be
subject to paynent arrangenents under section 5 of Chapter
81, not to exceed one year in |length. A person who
di sagrees with the utility about the proper size of any main
or the need to nodify or replace a private line may refer
the matter to the Comm ssion staff and Comm ssion pursuant
to Section 6(D).
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If a utility under this rule, before or after its
amendnents effective May 7, 1986, has allowed a private |line
to be constructed when it prudently should have required a
mai n extension, or, if after May 7, 1986, it has authorized
connection of a second or subsequent custoner to a private
line constructed at any tine, and if a main extension is
built subsequently, customers connecting to the main
extension shall be required to make custoner contributions
only in the anmount that would be required if the custoners
served by the private |line were required to connect and

contribute to the extension. The wutility shall pay the
custonmer contribution of and investnent anount for the
custoners who continue to be served by the private line

unl ess those custoners connect to the main extension.

D. Public and Private Ways. Extensions shall nornmally be

made in the municipally accepted public way. The utility
may nmake extensions across private property provided that
adequate easenents are obtained. It shall be the

responsibility of the applicant for a water nain extension
to provide the utility with such easenents as the utility
deens necessary.

If a utility reasonably believes that the |ines and
grades of a private street my not be approved by a
muni ci pality or other public authority it my refuse to
invest in the water main extensions in the private streets
until lines and grades have been established by the public
authority and the street has net those standards, as
determned by the utility or the public authority. Upon
conpliance with those standards, as well as the utility's
construction standards, the utility shall make investnents
for each custoner previously connected for a period of ten
years follow ng connection of the first custoner.

E. Public Authority. Were an extension nust conply with
an ordinance, regulation or specification or a public
authority, the estimated and final cost of said extension
shal | be based upon the costs to conply therewth.

F. Fire Service. Extensions made solely for either public
or private fire protection service shall not be subject to
t hese rul es.

G Uility Specifications; Related Distribution Capacity
Addi ti ons. The utility shall specify the size and type of
pipe to be installed, and it shall be the responsibility of
the utility to provide mains of adequate size to allow for
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normal domestic and fire protection growh. In the event
that the utility desires to install pipes for its future
benefit which are larger than required in the extension
area, appropriate adjustnents will be nade.

If the demand for water expected fromthe custoners to
be served by the extension requires existing nains |eading
to the extension to be replaced or supplenented by parallel
mai Nns, or requires booster punps or other appurtenances in
order to satisfy the demand or to nami ntain adequate pressure
along the extension or along the main leading to the
extension, a reasonable portion of these costs shall be
included in the price of the water nmain extension. In
determning a reasonable portion the utility shall consider
whet her the need for new replacenent or parallel facilities
is caused entirely by the custoners to be served by the main
extension; the age of existing facilities and the need for
repl acenent for other reasons; the marginal cost of
providing the additional capacity if existing facilities
need present replacenent or replacenent in the near future;
any increases in the quality of service to other custoners
by the addition or replacenment facilities; and, in the case
of a review pursuant to section 6(D), the prudence of the
utility in determ ning the anmount of existing capacity.

H. Length of Extension. In arriving at the length of a
water mmin extension necessary to render service at any
poi nt, the distance from such point to the nearest existing
water main normally shall be traced along the line which,
according to established trade standards and utility
practice, marks the proper construction of the extension in
the street, road or right-of-way on which the building or
lot fronts. The point at which the extension ends and the
service |line commences shall normally be at the intersection
of this line and another |ine, perpendicular thereto, which
passes through the center of the building to be served.

l. Low Pressure Areas. The utility shall not extend its
mai ns or render service to new custoners in areas where
substantially uniform system pressure at the connection of
the water service to the main may be expected to fall bel ow
20 p.s.i.g., except for periods of fire flow or system
mai nt enance, unless a limted service contract is executed
between the utility and the custoner and approved by the
Comm ssi on. The wutility shall insure that the limted
service contract is recorded in the Registry of Deeds. The
limted service contract shall specify the materials and
m ni mum si ze for the custonmer's portion of the service pipe.
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The execution of a Ilimted service contract shall not
prevent the Comm ssion from requiring better service when

upon investigation, the Conmm ssion concludes that service
shoul d be i nproved.

J. | nspection and Testing. The utility shall insure that
any and all facilities, installed or accepted under an
agreenent, conply with the utility's standards for materials
and installation and are adequate and safe for the purpose
of the utility. The utility shall not be required to accept
a main extension, pipeline or related appurtenances unti

after they have been inspected and tested and neet the
utility's standards. Any inspections or test shall be at
t he expense of the person requesting service or acceptance.

EXTENSI ONS TO SERVE | NDI VI DUALS

A. Cost Estimate, Advances and Deposits. Upon request of a
potential custoner or customers for a main extension, the
utility shall prepare, w thout charge, a prelimnary sketch

general specifications such as size and type of pipe, an
estimate of the cost of the proposed water main extension
and separate estimtes of the cost of service lines to serve

the custoners requesting the main extension. If a water
utility provides public fire protection the estimte and
final cost for each foot of the extension shall include the

average current per foot cost for the utility of providing
hydrants. Averages shall be determ ned by dividing current
installation costs by the spacing in feet between hydrants
for areas of the sanme density and character.

The main extension estimate shall serve as a basis for
determ nation of any required custoner contribution. The
costs of the main extension and the service lines shall be
kept separate in order to allow reallocation anong custoners
of the cost of the main extension alone pursuant to
subsection D. For the purposes of these rules, actual costs
shall be reasonable and shall not exceed costs recorded in
conformty with accepted water utility accounting practice
as defined in the Uniform System of Accounts for Wter
Utilities prescribed by this Comm ssion.

B. Uility Requirenent. Unless a non-investor owned
utility has chosen to nmake no investnent in main extensions
pursuant to 35 MR S. A 872-A(1), the utility shall invest
in the extension of its water mains the investnent anount
multiplied by the nunber of custoners served by the main
ext ensi on. Each time a permanent custonmer is connected to
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the line extension during the 10 years follow ng connection

of the first custonmer, the utility shall i nvest an
addi tional investnment anount, except that it shall not
invest in nore than one-half of the original cost of
constructi on. The investnment anount shall be the anount

calculated as of the time the first custoner was connect ed.

C. Custoner Contribution to Mine Extension and O her
Requi renents; Cost of Service |ines; Advances and Deposits;
Contracts. Applicants either for a new water nmain

extension, or for service from an existing water nain
ext ensi on, during the period of 10 years followng
connection of the first custoner (on extensions to which the
first custonmer was connected after My 7, 1986), shall,

subj ect section 2(Q), be responsible for cust oner
contributions of all costs of construction of the main
extension including the fire protection allocation, |less the
anount which the utility nust invest. Al'l applicants for
service from a nmain, whenever constructed, shall be
responsi ble for the cost of both portions of the service
line that will serve each custoner. Applicants for either a

mai n extension or the utility's portion of the service line
froman investor-owned utility shall al so be responsible for
the net federal and state income tax liability resulting
from the contribution in aid of construction. The tota
anount which the applicant nust pay shall be determ ned by
(1) determning the anmount of contribution before taxes
(construction cost allocated pursuant to section 3(D) m nus
i nvest ment anount ) ; (2) determining the anount of
depreciation for tax purposes for each year over the tax
depreciable |life of the asset; (3) determ ning the anount of
tax reduction resulting fromtax depreciation over each year
of the tax depreciable I|ife of the asset, wusing the
utility's expected marginal federal and state tax rates; (4)
determ ning the present value of the anpbunts established by
step 3, using as a discount rate the weighted cost of debt
plus the pre-tax weighted cost of equity as determned in
the investnent factor fornmula; (5 deducting the total
anount established by step 4 from the amount of the
contribution established by step 1; (6) grossing up the
anount established by step 5 for federal and state taxes
pursuant to the follow ng fornula:

TC = C
I-[FIT- (FITx SIT) = SIT]

VWher e
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TC = Total contribution including taxes

C = Contri bution after
deduction of present value of tax reductions
resulting fromtax depreciation (step 5)

FIT = Federal Incone Tax margi nal rate

SIT = State | ncone Tax
mar gi nal rate

The applicant(s) shall be required to advance the
custoner contribution, if applicable, and the cost of the
service drop to the utility no nore than two weeks prior to
the start of construction, of a utility no nore than two
weeks prior to the start of construction, of a new main or
connection to an existing main extension or main. The
utility may require a deposit of the cost of materials and
supplies and detailed engineering design, or sone portion
t her eof , two nonths prior to the commencenent of
construction of a main extension. Any portion of the
deposit actually spent for detailed engineering design or
for materials and supplies which cannot readily be used for
other projects by the wutility shall not be refundable.
Wthin 60 days followi ng receipt by the utility of the final
bills for the extension, adjustnent shall be nade for any
di fferences between the estimates and actual costs of the
extension and service line or |ines.

No construction of a main extension or service drop
shall be comrenced until the utility and the custoner have
executed a witten contract. The contract shall incorporate
this rule by reference, shall state that in the case of a
conflict between the contract and the rule, the rule shal
govern, and shall state that the provisions of the contract
are subject to alteration by Public Uilities Comm ssion
decision or rule.

When new custoners are added to an extension, custoner
contributions to the line extension for existing and new
custoners shall be recal cul ated as provided in Paragraph D

D. Distribution of additional Investnent Anmounts and
Real | ocation of Custoner Contributions. When additional
custoners are connected to an extension within the ten years
following connection of the first custoner, the utility
shall neke paynents wthout interest to the existing
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custoners of (1) the additional amount, if any, which the
utility nust invest in the main extension; and (2) the
addi tional custonmer contribution to the main extension. The
anounts to be paid to custoners shall be determ ned by
reconmputation of the contribution by each custoner (after
deduction of the new total wutility investnent anount)
pursuant to section 1(B) or 1(C), as applicable, as if all
custoners had been connected simultaneously. |If the utility
has ceased investing because it has invested an anount equal
to one-half of the original cost of the extension, custoner
contributions and reallocations anobng custoners shall
neverthel ess continue until the expiration of the 10-year
peri od.

E. Further Extension to Serve New Custoner. Al further
extensions to serve other custoners shall be separate and
custoners served by further extensions shall not be required
to contribute to any prior extension.

EXTENSI ONS TO SERVE DEVELOPMENTS

A Devel oper Requirenents. Upon request, an applicant for
a main extension to serve a developnment shall furnish all
reasonabl e i nformati on concerning the devel opnent, including

an approved recorded plan which will show the line and grade
of any roadways and an easenent giving the utility prior
rights in the public right-of-way. The wutility shal

prepare the cost estimate. If a water wutility includes
public fire protection the estimate and the final cost for
each foot of the extension shall include the average current
per foot cost of providing hydrants. Averages shall be

determned by dividing current installation cost by the
spacing in feet between hydrants for areas of the sane
density and character.

B. Uility Investnent. Unless a non-investor owned utility
has chosen to nmake no investnent in water main extensions
pursuant to 35 MR S. A 872-A(1), during the period of 10
years followng connection of the first custonmer, the
utility shall make an investnment in a water main extension
in the form of a paynent to the developer each tinme a
permanent custoner is connected to the extension. The
anount of the investnent per customer shall be determ ned
pursuant to section 1(F) at the tinme the first custoner was
connected shall remain unchanged over the 10 year period

The total anmount of investnent shall equal the investnent
anmount nultiplied by the nunber of additional custoners
served by the nmain extension, but shall not exceed one-half
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of the original cost of the extension. Addi ti onal service
drops constructed at any tinme after the construction of the
mai n extension shall be paid for in advance of construction
by the devel oper or custoner to be served.

C. Developer Contribution; Cost of Service Lines; Advances
and Deposits; Contracts. The devel oper shall advance to the
utility, no nore than two weeks prior to the comencenent of
construction, the total estimated cost of the |ine extension
including the fire protection allocation and, subject to
section 2(GQ, and the total estimted cost of service drops

to all lots or locations where future service may reasonably
be anti ci pated. Devel opers shall also be responsible for
the net federal and state incone tax liability of an

investor-owned utility resulting from the contribution in
aid of construction. The total anmount which the applicant
must pay shall be determned by (1) determ ning the anpunt
of contribution before taxes (construction cost mnus
i nvest ment anount ) ; (2) determining the anount of
depreciation for tax purposes for each year over the tax
depreciable |life of the asset; (3) determ ning the anount of
tax reduction resulting fromtax depreciation over each year
of the tax depreciation life of the asset, using the
utility's expected marginal federal and state tax rates; (4)
determ ning the present value of the anpbunts established by
step 3, using as a discount rate the weighted cost of debt
plus the weighted pre-tax cost of equity as determned in
the investnent anount fornula; (5) deducting the total
anount established by step 4 from the amount of the
contributions established by step 1; (6) grossing up the
anount established by step 5 for federal and state taxes
pursuant to the follow ng fornula:

TC = C

1 - [FIT- (FITx SIT) + SIT]

Wer e
TC = Total contribution including taxes
C = Contribution after deduction of present value

of tax reductions resulting from tax depreciation
(step 5)

FI'T Federal Incone Tax margi nal rate

SIT

State I ncone Tax margi nal rate
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The wutility may require a deposit of the cost of
materials and supplies or detailed engineering design, or
sone portion thereof, two nonths prior to the comrencenent
of construction. Any portion of the deposit actually spent
for detailed engineering design or for materials and
suppl i es which cannot readily be used for other projects by
the utility shall not be refundable.

No construction of a main extension or service drop
shall be comrenced until the utility and the devel oper have
executed a witten contract. The contract shall incorporate
this rule by reference, shall state that in the case of a
conflict between the contract and the rule, the rule shal
govern, and shall state that the provisions of the contract
are subject to alteration by Public Uilities Conmm ssion
decision or rule.

Wthin 60 days followng receipt by the utility of the
final bills for the extension, the charge to the devel oper
shall be adjusted to make up for any difference between the
estimated and actual costs of the |ines. For the purposes
of these rules, actual cost shall be reasonable and shall
not exceed costs recorded in conformty with accepted water
utility accounting practice as defined in the Uniform System
of Accounts for \Water Uilities prescribed by the
Comm ssi on.

D. Cust oner Contri buti ons by Cust oners Qut si de
Devel opnent. If a main extension nust cross property other
than that wthin the developnent prior to reaching the
devel opnent, and custoners |ocated on the property outside
t he devel opnent are connected to the main extension wthin
ten years follow ng connection of the first customer at any
| ocation on contribution. The total cost of the main
extensi on shall be allocated between the devel opnent and the
area outside the devel opnent on the basis of the nunber of
feet within the devel opnent and the nunber of feet outside
t he devel opnent. After determining the total cost of the
portion of the main extension outside the devel opnent on the
basis of this allocation, custoners outside the devel opnent

should be required to make a contribution, Iless an
i nvest ment anount per customer if applicable, as provided
pursuant to section 1(B) or 1(CO). For the purpose of

determining the contribution or reallocating contributions
when subsequent custoners outside the developnent are
connected, the devel oper shall be considered the equival ent
of the nunber of custoners within the devel opnent or the
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nunber of services constructed pursuant to subsection C of
this section, whichever 1is greater, as if all those
custoners or services were |ocated at the term nation of the
portion of the extension |ocated outside the devel opnment.
| f a devel opnent is naster-netered, the nunber of customers
within the devel opnent, for purposes of this subsection,
shal | be considered as the nunber of residential, comrercial
or industrial units or establishnents.

| N\VESTMENT REDUCED OR NOT REQUIRED FOR HI GH COST UTILITY,
| NCREASED FOR LOW COST UTILITY

A Hi gh-Cost Utility; Election by Uility. A water
utility may, wth the approval of the Conm ssion, be
exenpted from investing in a water nmain extension or may
i nvest | ess than the anount otherw se required by Sections 3
or 4 if it is a high-cost utility, as defined in this
subsecti on. A utility has high costs if the additional
annual investnment and operating revenue required to serve
addi tional custoners exceeds the anount of revenue which

those custoners wll supply. If a utility has received
approval to elimnate or reduce its investnents pursuant to
this section, individuals or developers requesting the

construction of a water main extension, or service from an
exi sting water main extension during the 10 years foll ow ng
connection of the first custoner shall be responsible for
the entire construction cost of the water main extension or
all anmpbunts in excess of any reduced investnent anount
t hrough devel oper or customer contributions. The origina
custoner contribution(s) and recalculation of custoner
contributions when additional custoners are connected shal

be in accordance with section 1(B) or 1(C, as applicable,
but only the required investnment anmount shall be deducted.

B. Low Cost Utility; Election by Uility. If a water
utility is a lowcost utility as defined in this subsection,
it may choose to invest in the utility's portion of service
lines, whether froma main extension or not; and, with the
approval of the Comm ssion, it may invest a greater anount
in main extensions than the anobunt set by section 1(F). A
water utility has low costs if additional revenue which new
custoners provide exceeds the additional annual investnent
and operating costs to serve those customers. A utility is
presuned to neet this test if it has excess capacity in the
commonly used facilities of the water system including
reservoirs, st andpi pes, t r eat ment systens, punpi ng
facilities and transm ssion nmains and | ow cust omer grow h.
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C. Prima Faci e Evidence of H gh-Cost Utility. There shal
be a presunption that a utility is a high-growh utility if
it has undertaken reasonable conservation and | oad-
managenent efforts and:

1. It has experienced:

(a) an increase in service installations in
excess of an average of 1.5% conpounded for the previous
three years (4.57% for the three-year period); and

(b) Because of t hat gromh in service
installations, it is necessary to undertake a construction
program of comonly used facilities of the water system
i ncludi ng reservoirs, standpi pes, treatnment systens, punping
facilities and transm ssion nmains; and the program requires
addi tional investnent-related revenue of 15% or nore. The
percentage of investnent-related revenue shall be determ ned
pursuant to the first fraction of the investnent factor

formula state in section 1(F), i.e., (D+ A+ 1)/(R+ T).

D. Definition of Service |Installation and Equival ent
Servi ce. For purposes of subsection C(1) and (2) of this
section, each residential dwelling, including apartnent

units, shall be considered one service installation unit;
each notel or hotel wunit shall be considered a half unit.
The nunber of equivalent units for all other conmercial and
industrial service connections shall be based on the
equi val ent cross-section area of the service as foll ows:

Si ze of Service Equi val ent nunber of units
1" 1.8
1 1/4" 2.8
1 1/2" 4.0
2" 7.1
3" 16.0
4" 28. 4
6" 64.0
8" 113.8
10" 177.8
12" 256.0
16" 455. 1

E. Continued Investnent Requirenment for Uility with System
Devel opnent Char ge. If a utility is permtted to inpose a
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system devel opnment charge for the purpose of financing
future capacity in comonly-used facilities required as a
result of custoner growh, the wutility shall not be
permtted to elimnate or reduce its investnent in a water
mai n extension pursuant to this section.

M SCELLANEQUS PROVI SI ONS

A Contribution in Aild of Construction. Not hi ng herein
contained shall prevent a wutility from accepting non-
refundabl e donations or contributions for extensions either
in cash or construction participation.

B. Uility Investnent in Deep Extensions to Serve Areas
Previously Served by Surface Mains. The Utility shall
invest in a "deep" main extension replacing a surface main
in the manner provided by this rule. However, the utility's
depreci ated investnent in the surface main shall be deducted
fromthe investnent in the "deep"” nmain otherw se required.

C. Surface Mains. A utility shall not be required to nake
an investnment to further extend a surface main.

D. Resol ution of Disputes and Conmm ssion Review. In the
case of any di sagreenent or dispute regarding the
application of any provision of this rules, any person may
refer the matter to the Comm ssion for resolution. The
matter wll be treated as an informal conplaint submtted
for staff resolution under section 8(B) of Chapter 11 of the
Comm ssion's Rules, Rules of Practice and Procedure, 65-407
CMR 11, 88(B). If a party is not satisfied with the
staff's resolution, it nust file a witten request for
Comm ssion review within 5 business days following the
i ssuance of the resolution by the staff. Failure to file a
timely request for review of the Staff's resolution shall
constitute acceptance of the resolution and waiver of
further opportunity to be heard with respect to the matter.

A receipt of a request for review shall be treated as a
request for investigation pursuant to 35 MR S. A §296. A
summary investigation shall be conducted, after which the
Comm ssion shall determ ne whether a formal investigation is
war r ant ed. | f it decides to comence a fornal
investigation, the Conm ssion shall determne the mater de
novo and may affirm reverse or nodify the staff decision
If the Conmssion decides not to commence a fornal
investigation, failure to act in accordance with the staff
resolution shall constitute grounds to comence a fornmal
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investigation pursuant to 8296 and the initiation of a
proceeding to issue a tenporary order pursuant to 35
MR S. A 8293.

E. Exenpti ons. A utility or any person affected by this
rule may apply to the Commssion for exenption from any
provi sion of this chapter for good cause. The request shal
contain a conplete explanation and justification for the
exenpti on.

F. Application of Ad Investnent Ampunt to Existing Min
Extensions for Two- Year Peri od; Application of New
| nvest nent Anmount Thereafter; Exception. The investnent
anount as cal culated pursuant to this rule, as anmended My
7, 1986 or as further amended January 8, 1987, shall apply
(1) to all investnents made in those line extensions for
whi ch a nmai n extension contract was executed on or after My
7, 1986; and (2), except as provided below, to all
investnments which the utility incurs the obligation to make
on or after May 7, 1988 in all main extensions, including
main extensions for which a main extension contract was
incorporating the former rule to the contrary. The
obligation to make an investnent is incurred at the tinme a
per manent custoner i s connected.

If, on a line extension for which a main extension
contract was executed prior to May 7, 1986, an individual or
devel oper sold a piece of property or contracted to sell a
piece of property prior to that date and a custoner is
connect ed subsequently, the rebate (investnment) anount shal
be calculated as provided in this rule prior to the My 7,
1986 amendnents.

No investnents or rebates made or owed prior to the
anendnents effective May 7, 1986 shall be adj ust ed.

G Notice to Commission by Uility Choosing Not to Invest.
If, pursuant to 35 MR S.A 872-A(1), a non-investor owned
utility has chosen to make no investnent in water main
extensions, it shall notify the Comm ssion in witing of the
date of that decision and shall include the m nutes or other
record thereof, including any endorsenent required by 35
MR S. A 872-A(4).

H. Form Contracts. The forns for contacts between water
utilities and individuals and water utilities and devel opers
for water nmin extensions and service lines, attached to
this rule as Fornms A and B, nay be used for contracts
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required by this chapter and may be adapted for other
circunstances arising under this chapter. A utility may use
contracts with wording different from that provided herein,
provided that the wording conplies wth the specific
requirenents for contracts required by this rule and is
ot herwi se consistent with the rule.

BASI S STATEMENT: The factual
and policy basis for this rule is set
forth in t he Comm ssion's O der
Adopting Rule and Statenment of Factual
and policy Basis, Docket No. 86-164,
i ssued January 27, 1987. Copi es of
this Oder and Statenent have been
filed with this rule at the Ofice of
the Secretary of State. Copi es may
al so be obt ai ned from t he
Adm nistrative Director of the Public
Uilities Conm ssion, 242 State Street,
Augusta, M ne 04333-0018.

AUTHORITY: 35 MR S. A 83
EFFECTI VE DATE: February 2,

1987, or such subsequent date as the
Secretary of State approves.
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This rul e was approved by the
Secretary of State January 27, 1987 and
will be effective on February 1, 1987.




